

























































Cover: The Kresge Company 
opened 95 K marls in 1972 
and plans to open at least 
100 in 1973. To maintain 
this aggressive expansion 
program a number of major 
supportive facilities have been 
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S.S. Kresge Company 


1972 Highlights 

Sales 

K mart, Kresge and Jupiter stores 
Net income 

Earnings per common and common equivalent share 

Cash dividends declared 
Per share 

Employee compensation and benefits 
Per sales dollar 

Depreciation and amortization 
Per sales dollar 

Fixed asset additions 


2 


1972 

1971 

$3,836,826,000 

$3,100,216,000 

1,183 

1,122 

$ 114,674,000 

$ 96,116,000 

$1.00 

$ .85 

$ 19,399,000 

17V& 

$ 18,233,000 

16%£ 

$ 558,763,000 
14.56% 

$ 448,876,000 

14.48% 

$ 31,781,000 

.83% 

$ 27,642,000 

.89% 

$ 65,781,000 

$ 82,539,000 







To Our Shareholders 


Record sales for 1972 reflect buoyancy in the 
national economy, the aggressive K mart 
expansion program and the effects of a stepped-up 
promotional program initiated early in the year as 
a response to the pre-tax margin limitations of 
the Economic Stabilization Act. Under Phase II 
Kresge was required to maintain its customary 
mark-up margin and to limit its U. S. pre-tax 
margin of profits to the level of the 1968-69 base 
period. Since the rate of profit during that period 
was less than the net profit achieved during 1971, 
a planned reduction of profit margins was 
required. An expanded promotional program was 
undertaken to assure compliance with the 
Price Commission and to achieve a reasonable 
increase in profit for our shareholders. 

Income before income taxes amounted to 
5.2% of sales, down from 5.8% last year, primarily 
because of the impact of price regulations—not 
only the customary mark-up margin limitation 
affecting all retailers but the pre-tax margin 
limitation requiring a reduction in Kresge’s 
pre-tax profit percent. 

Net income remained at 3% of sales in both 
years because our over-all effective income tax 
rate dropped to 42.7% from 46.4%. The tax rate 
reduction was attributable to lower effective tax 
rates applicable to foreign operations and 
investment credit earned from our K mart 
expansion program. The investment credit was 
effective for only part of 1971. 

During 1972 Kresge opened 95 K marts 
representing 6,478,000 square feet of selling area. 
The majority of the stores were 95,000 square feet 
with building supply departments. A substantial 




March 15,1973 


Chairman of the Board 



number were 84,000 square-foot stores, and we 
opened the first seven 65,000 square-foot units 
designed to serve smaller communities. 

We expect to open at least 100 K marts in 
1973, including eight or nine 65,000 square-foot 
units. The principal expansion will involve larger 
K marts in the metropolitan areas. 

The current business climate is favorable, and 
we anticipate 1973 will prove a good year for 
retailers despite the uneasiness of economists 
about the inflationary pressures and unsettled 
monetary conditions. 

Although the full impact of Phase III is 
not known, we have no expectation that we will 
again be faced with the problem of artificially 
reducing profit percentages, and we are 
optimistic regarding our prospects for 1973. 

The 1972 Annual Report would be 
incomplete without reference to 
Harry B. Cunningham’s decision to step down as 
chairman and chief executive officer in March, 
and his subsequent retirement at the end 
of the fiscal year. Mr. Cunningham’s 
pervasive influence on Kresge 
and its people, since he created 
the K mart division a 
decade ago, is immeasurable. 

But the review of Kresge’s 
statistical performance in 
the past 10 years gives 
a strong indication 
of his impact on 
an organization 
he served 
so well. 






















































More and Better Support for More and Better K marts Kresge’s aggressive K mart expansion 

program has necessitated the creation 
of new supportive facilities to provide 


5 




































Skylighted lobby is the focal 
point of the new headquarters. 
Visitors from around the world 
are directed via three express 
corridors to the 13 office modules 
housing all corporate activities. 



Headquarter s forecourt is 
graced by Reflective Head 
sculpture symbolizing 
the inter-workings of the 
multitudinous operations 
of the company. 


additional direction for stores and to 
improve merchandising. 

The hub of this wide-spread 
construction is the new S. S. Kresge 
International Headquarters in the 
metropolitan Detroit area which was 
occupied by Kresge personnel in mid-1972. 

The building’s architectural strength 
symbolizes the stability of the company. Its 
unique appearance reflects the excitement 
and promise of a dynamic industry. 

But to Kresge’s corporate staff of 1,800, 
the real attributes of the new headquarters 
are space to work more effectively—the 
buying staff can properly receive and review 
merchandise lines; consolidation of all 
corporate activities under one roof—the 
data processing, credit and research staffs 
are no longer separated from interacting 
departments; integration of allied 
functions for peak operating efficiency- 
buying, sales and advertising personnel 


are adjacent to each other for improved 
movement and immediate communication; 
room to grow to projected goals—acres of 
land are available for expansion on the 
30-acre site. 

Smith, Hinchman & Grylls, Detroit- 
based architects and engineers for the 
Kresge building, discussed the concept for 
the facility: “Because of the constantly 
changing and expanding requirements of 
the Kresge Company within its headquarters 
complex, a primary goal was to develop the 
most flexible possible structure which 
would allow both realignment of operations 
within the building and construction of 
additional space as the need arises. We 
conceived the unitized molecular system 
which we feel provides the utmost in 
flexibility.” 

The 560,000 square-foot building is an | 

assembly of modules organized around a j 

spine corridor system. The units have 
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attached service towers containing stairways 
and elevators and environmental equipment. 

Each module is in essence a separate 
office building, housing distinct operations. 
For example, the buyers’ offices are located 
in a number of modules while all 
management services departments— 
accounting, central payroll, credit, data 
processing, systems development, tax—are 
in four adjacent modules. 

Three express corridors which radiate 
from the skylighted main entrance lobby tie 
the modules together into one corporate 
headquarters. Employees can move easily 
from one end of the complex to the 
other in minutes. 

All units are two and three stories high 
except the executive module which is four. 

Expansion can be achieved by the 
addition of modules on the complex’s 
perimeter. Such construction would in no 
way disturb the efficiency in the existing units. 

The building exterior is weathering 
steel and bronze glass for the office units 
and mahogany-colored architectural clay 
blocks for service towers. The weathering 
steel requires no maintenance and after 
a period of about five years will acquire a 
permanent, deep brown surface coating. 

Carefully controlled internal environ¬ 
ment, improved employee facilities, 
functional and attractive furnishings, 
harmonious decor and artistic appoint¬ 
ments contribute to a pleasant working 
atmosphere. 

Kresge International Headquarters 

Ernst F. Faigle , senior buyer: 

“Privacy is the real boon in 
our new department—to 
review merchandise lines; 
to meet with manufacturers 


Edward J. Kreitz, 
advertising promotion director: 
“The environment here is con¬ 
ducive to greater productivity." 



Norman G. Mil ley, divisional 
merchandise manager: 

“ My buyers appreciate the 
nearness of allied departments- 
like store design and layout." 


Joseph J. Noras, manager , 
photographic department: 

“ We couldn't possibly handle 
our present workload in our 
old facilities." 
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Above: 

Betty Belcher , manager , 
mailing department: “Our 
new mailing department is 
more automated so we can 
give speedier service." 

Below : 

June I. Tilley y 
supervisor , terms department: 

“ JfV are able to process 
invoices more smoothly 
thanks to departmental design." 



Fully-equipped auditorium 
provides efficient facilities 
for internal seminars and 
meetings. 


Kresge's strength and 
progressiveness is reflected 
in the design and decor of 
the board room. 


Henry G. McIntosh , vice president , management 
services: “Biggest advantage for our division 
was bringing together data processing operations 
that had been housed in three remote locations." 
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Herbert S. Christ tier, manager , credit department: 
“ For the first time since we began offering credit 
in 1960 , our entire national credit operation is 
together... we're near other related departments." 






New headquarter's efficient 
design and controlled 
environment enhances 
employee productivity. 


crowns over 70 years of dedicated service to 
the consumer. The new building provides 
the creative surroundings necessary for 
the effective planning and execution of 
corporate programs that will ensure such 
service in the decades ahead. 

Beyond this hub, Kresge has 
substantially enlarged and improved its 
distribution facilities. In early 1972 a 
one-million square-foot distribution center 
in Lawrence, Kansas, was added to the 
existing distribution network in Atlanta, 
Georgia, Ft. Wayne, Indiana, and Sparks, 
Nevada. The Sparks complex is presently 
being expanded to 827,854 square feet to 
accommodate rapid K mart growth in 
the West. 

One-million square-foot distribution 
centers are on the drawing boards for 
Michigan and Pennsylvania and are 
expected to be operating by mid-1974 and 
1975, respectively. K mart expansion 
through the ’70s will necessitate the 
construction of additional distribution 
centers. The sites and sizes of the centers 
will be determined by the square-footage 
and geographical location of future 
K marts. 

K mart’s ladies’ ready-to-wear 
subsidiary, Holly Stores, Inc., moved to a 
new 592,000 square-foot distribution 
center and administrative office in North 
Bergen, New Jersey, in 1971. Sometime 
next year Holly will bring a 350,000 
square-foot distribution center and local 



The headquarters contains 
a complete cafeteria and 
lounge areas both inside 
and out. 
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buying office on stream in the greater 
Los Angeles area. 

The parent company’s Canadian 
subsidiary, S. S. Kresge Company Limited, 
will have an 854,000 square-foot distribution 
center in the Toronto area by 1974 to serve 
its expanding K mart operations. The new 
structure will replace a present smaller facility. 

The increased efficiency and profit¬ 
ability of K mart stores, since the inception 
of new supportive facilities already in 
operation, lends further justification 
to the logistics plan of the expanding 
K mart division. 


Harold O. Scarlett , 
manager , construction 
department: “Our new 
headquarters provides a 
more creative atmosphere 
for our architects and 
engineers . . . pleasant , 
refreshing , quiet.” 

















1963 1964 1965 1966 1967 


Net Income 

In 10 years— 

Net income increased 
from $11 million 
to $115 million 


(in millions) 
Net Income 

Sales 



$11 

$544 


$17 

$689 


$22 


$29 


$35 


$851 


$1,090 $1,386 


S.S. Kresge Company 







Sales 

In 10 years— 
Sales increased 
from $544 million 
to $3.8 billion 


$48 $54 $67 $96 $115 

$1,732 $2,185 $2,559 $3,100 $3,837 
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S.S. Kresge Company 


1972 Financial Review 


1972 is a Milestone Year: The year 1972 marks the end of one era and a 
beginning of another for the Kresge Company. It is the end of the first 
K mart decade which evolved under the leadership of Harry B. Cunningham 
who created the K mart division. And it is the beginning of another 10 
years of K mart growth. 

In 10 years the company has become one of the major retailers in the 
world with 1,183 stores including 580 K marts in the United States, Canada, 
Australia and Puerto Rico. The first K mart was opened on March 1, 1962 
when there were 807 Kresge and Jupiter stores. More than 200 Kresge and 
Jupiter stores have been closed but 580 K marts have been opened since 
March 1962. K marts range in size from 65,000 square feet to 95,000 square 
feet. Kresge stores are variety stores and Jupiter stores are limited-line 
discount stores converted from former Kresge stores. 

Sales and Net Income Set Records: Sales in 1972 were S3.8 billion and net 
income was $115 million, up 23.8% and 19.3%, respectively, over last year. 
Earnings per share rose to $1.00 from 85 i last year. Earnings per share 


(adjusted for splits) have increased from 1 

Min 1963: 


1963 

1U 

1968 

46 1 

1964 

18 

1969 

52 

1965 

22 

1970 

62 

1966 

28 

1971 

85 

1967 

34 

1972 

$1.00 


The rate of profit was under pressure from Phase II restrictions and 
decreased slightly from last year, but remained about 3%, sustaining a 
generally improved trend over the last 10 years: 


1963 

2.0% 

1968 

2.8% 

1964 

2.5 

1969 

2.5 

1965 

2.6 

1970 

2.6 

1966 

2.6 

1971 

3.1 

1967 

2.5 

1972 

3.0 


Phase II Rules Restricted Profit Margins: Although the 1972 net margin 
was 3%, the pre-tax margin fell front 5.8% in 1971 to 5.2% in 1972 as a 
result of restrictions imposed by the Price Commission under the Economic 
Stabilization Act and a stepped-up promotional program begun in early 
1972 as a response to these restrictions. 

Price Commission Phase II rules required the company to maintain 
its customary mark-up and to restrict domestic pre-tax margins to a per¬ 
centage of sales based on 1968 and 1969 (the best two of the three base 


years 1968, 1969 and 1970). Because the customary mark-up could not be 
increased, disproportionate increases in payrolls and other expenses could 
not be added to selling prices. 

The company’s domestic pre-tax margin in 1971 was higher than 1968 
and 1969 because of the growing size and efficiency of the K mart division, 
and a planned reduction of pre-tax profit margins was required. 

The increased promotional efforts especially affected gross profit mar¬ 
gins in summer furniture, lawn equipment, health and beauty aids, records 
and toys and games. 

Over-all Effective Income Tax Rate Dropped to 42.7% in 1972: The 1971 
over-all effective income tax rate was 46.4%. The 1972 reduction was 
attributable to lower effective tax rates applicable to foreign operations 
and the investment credit earned from our K mart expansion program and 
furnishings in the Kresge International Headquarters. 

Canadian tax rates were decreased by 2.9% to 47.3% in 1972. Only a 
small portion of the increasing Australian profits was taxed because of a 
tax loss carryforward. 

The investment credit applied to qualified additions made during all 
of 1972 and amounted to $3.8 million, compared to $1.7 million in 1971 
when the investment credit was effective for only part of the year. 
Subsidiary Company Operations Were More Profitable: Australian K marts 
are operated by K mart (Australia) Limited, a subsidiary in which Kresge 
owns the majority of voting stock. There were 11 K marts in operation 
in Australia at year-end, compared with 10 last year, and their contribution 
to profit increased. 

Our wholly-owned Canadian subsidiary company had 138 stores in 
operation at year-end, including 53 »K marts of which six were opened in 
1972. Their operating results were up from last year. 

Holly Stores, Inc., a wholly-owned subsidiary, continued to improve 
its merchandising and profit performance in ladies’ ready-to-wear depart¬ 
ments in U. S. K marts. 

K mart Sales Are Now $3.3 Billion: K mart sales have increased from 
$83 million in 1963, the division’s first full year of operation, to $3.3 billion 
in 1972: 


1963 

$ 83 

1968 

$1,201 

1964 

207 

1969 

1,640 

1965 

340 

1970 

2,014 

1966 

576 

1971 

2,557 

1967 

867 

1972 

3,288 


(in millions) 











The Company Continues to Reinvest a Large Part of Net Income: Dividends 
have been increased in every year since 1964. In 1972 quarterly dividends 
were raised to an annual rate of \l l /si a fchare beginning with the June 12 
payment. The company has continued to finance the K mart expansion 
program primarily through the reinvestment of net income. 

Net Income and Dividends 

1963 1964 1965 1966 1967 1968 1969 1970 1971 1972 

Net Income 
Dividends r= —r 

$19 million in 
dividends were 
paid in 1972 
and $96 million 
were reinvested 
in the K mart 
program. 


(in millions) 

Net income $ 11.1 $ 17.4 $22.2 $28.6 $34.9 $47.6 $54.1 $67.0 $96.1 $114.7 
Dividends 6.6 6.6 7.8 8.7 10.2 11.7 13.8 15.9 18.2 19.4 



Working Capital Increased: The increase was $80 million in 1972 and 
$43 million in 1971 as shown on the statements of changes in financial 
position on page 20. 

Customer accounts receivable increased by $7 million and was about 
61% of 1972 Kresge credit card sales. In the last few years standards for 
granting credit have improved, resulting in higher quality credit risks and 
reduction of bad debts. 

Credit card sales for 1972 were $356 million, an increase of 38% over 


last year: 

1972 

% To 

(in millions) 

Sales 

Total Sales 

Kresge credit card sales 

$168 

4.4% 

Bank card sales 

188 

4.9 


$356 

9.3% 


1971 

% To 

Sales Total Sales 
$154 5.0% 

104 3.3 


$258 


8.3% 


The Kresge credit card system began in 1960 and bank cards were 
first used in 1970. Service charges on the Kresge accounts approximate 
the cost of administering the plan. 

The company also uses installment purchase plans provided by 
local installment finance companies. 

Inventories increased by 33%, compared with a sales increase of 
23.8%. K marts continue to carry broader assortments of merchandise 
because of the increasing acceptance of K mart’s combination of high 
quality, discount price and satisfaction always. Merchandise costs con¬ 
tinued to increase, but because of Phase II the inflationary rate of increase 
was slower. 

Inventories increased due to new store openings and because the 
company opened a one-million square-foot distribution center in Lawrence, 
Kansas, in early 1972. This permitted more reliable delivery and lower 
merchandise and transportation costs. The ratio of merchandise shipped 
through distribution centers remained about the same. 

Income taxes of $41 million owed to the U. S., Canadian and 
Australian governments include $29.5 million payable in 1973, and $11.5 
million deferred until at least 1974 due primarily to the tax treatment of 
profit on installment (credit card) sales. The 1971 deferral was $11.1 million. 

Deferred U. S. and foreign income taxes of $30 million shown sepa¬ 
rately on the balance sheet result from the difference between book and 
tax depreciation. 
























S.S. Kresge Company 


The Market Value and Book Value of Common Stock Has Increased Sub¬ 
stantially in 10 Years: In 1964 Mr. Cunningham said: “Thanks to the 
incomparable Kresge organization and the understanding attitude of Kresge 
stockholders, I am delighted to report to you that we are now well on our 
way toward our goal of making Kresge the most dynamic growth company 
in American retailing.” 

The graph below shows the increase in market value and book value 
(at year-end) of a share of Kresge common stock (adjusted for splits): 

Market Value and Book Value per Share 

1963 1964 1965 1966 1967 1968 1969 1970 1971 1972 



Market Value l‘/ 2 2 7 / 8 4% 4% 9% 12 7 /s 18'/ 8 20% 31% 48% 

Book Value $2.04 $2.14 $2.29'$2.49 $2.70 $3.09 $3.56 $4.20 $5.00 $6.64 

The 1972 increase in book value of a common share consists of 82ji per 
share of net income reinvested in the business, 72ji from the conversion of 
all of the company’s 5% debentures at $17.83 a share as described in the 
notes to financial statements on page 21 of this report, and 10fS from the 
sale of stock under employee stock purchase and option plans. 

In 1962, 1966 and 1969, the stockholders approved stock option plans 
under which shares of common stock were made available for purchase by 
officers and key employees. The practice has been very beneficial to the 


company because of its emphasis on the increasing value of an investment 
in Kresge and the related interest in increasing company net income. 

Most of the shares available under the 1969 plan have been awarded, 
and a new plan is desirable. The Board of Directors indicated at its March 
1973 meeting that a continuing stock option plan for officers and key 
employees would be considered at the April 1973 Directors meeting. Details 
are not final, and the plan will be described in the Proxy Statement. 


The Company Opened 95 K marts in 1972 and 580 K marts since March 1962: 

Changes this year in the number of stores were: 



K mart 

Kresge 

Jupiter 

Total 

Stores in operation 

January 26, 1972 

486 

520 

116 

1,122 

Stores opened 

95 



95 

Closed permanently 


(28) 

(4) 

(32) 

Kresge stores converted 

to Jupiter 


(4) 

4 


Closed for fire or 

flood restoration 

(1) 

(1) 


(2) 

Net change 

94 

03) 


61 

Stores in operation 

January 31, 1973 

580 

487 

116 

1,183 


Stores in 

1963 

1964 

1965 

1966 

1967 

1968 

1969 

1970 

1971 

1972 

Operation: 











K mart 

53 

88 

122 

162 

216 

273 

338 

411 

486 

580 

Kresge 

750 

722 

674 

647 

614 

593 

566 

539 

520 

487 

Jupiter 

51 

75 

99 

106 

113 

116 

118 

123 

116 

116 


854 

885 

895 

915 

943 

982 1,022 1,073 1,122 1,183 

Selling area increased from 

12.9 million 

square feet 

in 1963 to 45.5 

million square feet in 1972 and consists of an ever-increasing K 

mart area: 

Square feet: 

1963 

1964 

1965 

1966 

1967 

1968 

1969 

1970 

1971 

1972 

(in millions) 











K mart 

2.9 

4.9 

6.9 

9.6 

12.8 

16.5 

20.8 

26.1 

31.4 

37.7 

Kresge and 











Jupiter 

10.0 

10.0 

10.0 

9.6 

9.3 

9.0 

8.8 

8.5 

8.2 

7.8 


12.9 

14.9 

16.9 

19.2 

22.1 

25.5 

29.6 

34.6 

39.6 

45.5 























































Changes in Fixed Assets Were: (in millions) 
Additions: 

1972 

1971 

Buildings and leasehold improvements 

$10 

$41 

Furniture and fixtures 

53 

55 

Construction work in progress 

_J 

(14) 


66 

82 

Retirements and disposals 

(6) 

(2) 

Depreciation 

(32) 

(27) 

Increase in fixed assets 

$28 

$53 


The company now has in operation six principal distribution centers in 
Fort Wayne (Indiana), Toronto (Ontario), North Bergen (New Jersey), 
Atlanta (Georgia), Sparks (Nevada) and Lawrence (Kansas). Additional 
distribution centers will be needed and are now being planned. 

Construction of the new International Headquarters was nearly com¬ 
plete in 1971. The previous headquarters was contributed to the Detroit 
Institute of Technology in 1972 to ensure its constructive use in providing 
jobs for metropolitan Detroit residents through better education. 

The company has a substantial investment in land and buildings 
occupied by distribution centers. In line with the company practice of 
devoting resources to merchandising and leasing property whenever pos¬ 
sible, an effort will be made in 1973 to sell and lease back most of these 
major facilities. 

Management Recruiting and Training Programs Were Increased: Before the 
first K mart was opened, management recruiting and training programs 
were accelerated in anticipation of the demands of the K mart venture. In 
1964, Mr. Cunningham reported to stockholders that “the rapid develop¬ 
ment of several hundred” trainees was an example of the response to the 
K mart program. 

There are now more than 2,900 men and women involved in the five- 
to-seven year training program to become Kresge and Jupiter managers. 
The parent company hired 1,085 college graduates in 1972 compared with 
800 in 1971 and 357 in 1970. Sixty-nine percent of the management trainees 
are college graduates and 90% have attended college. 

Kresge and Jupiter store managers, who have consistently demon¬ 
strated merchandising and leadership abilities, again provided the man¬ 
agement personnel required by K mart growth in 1972. Many of these 
managers had served as Kresge and Jupiter district managers. 

The company has established recruiting and training goals to meet the 
anticipated demand for management personnel in the next 10 years. 


The Second Decade of K mart Expansion 

Management believes that our success during the first decade of K mart 
expansion is only a prelude to the program planned for the second decade. 
There are several major factors or underlying trends that make this ambi¬ 
tious program highly feasible. 

Management estimates that approximately 40% of the total population 
in the United States is today conveniently served by a K mart discount 
department store. We anticipate a doubling in this percentage figure during 
the next 10 years. We believe this is possible because of the high and 
increasing level of urbanization in the United States and because of our 
development of smaller size units to be located in less urbanized areas of 
the country. Additionally, we have found that our original concept that the 
distance between K mart stores should not be less than 8 to 10 miles is not 
entirely true. Our experience to date would indicate that, in large metro¬ 
politan areas, stores more closely, situated geographically make good 
economic sense. 

At the inception of K mart, it was thought that our primary appeal 
would be to consumers in the 25 to 35 year age bracket. Since that time we 
have found that this group, which is expected to grow by 40% in the next 
10 years, indeed represents a very loyal customer franchise. Generally, as 
much as 60% to 70% of this age group will shop K mart on a frequent and 
regular basis if the store is within their general shopping area. More 
importantly, however, we have discovered that, within its trade area, a 
typical K mart enfranchises an ever broader spectrum of age aild income 
groupings. We now believe that three-fourths or more of the general popu¬ 
lation within a K mart’s trade area will shop K mart at least once a year. 

Finally, we are obtaining an ever increasing percentage of each cus¬ 
tomer’s retail dollar. We believe this has happened for two reasons. The 
most fundamental reason, of course, is our policy of “satisfaction always 
or your money cheerfully refunded”. This is the capstone of our “first 
quality only” merchandising program and our “lowest prices in the market 
place” pricing policy. But additionally, we have dramatically increased our 
merchandise selections in traditional departments, expanded our auto¬ 
motive services and accessories assortment and added new departments 
such as building supplies and pharmacies. We have made one-stop shopping 
even more of a reality, particularly to the higher income groupings of 
customers. With real per capita incomes projected to increase greatly in 
the next 10 years, management feels confident that K mart stores will sell 
the kinds of merchandise upon which these higher earnings will be spent. 




















S.S. Kresge Company 


Consolidated Statements of Income 


Fiscal Year Ended 

January 31 January 26 

1973 1972 


Sales 

$3,836,826,000 

$3,100,216,000 

Fees from licensed departments 

38,357,000 

39,437,000 

Interest income 

1,860,000 

1,861,000 


3,877,043,000 

3,141,514,000 

Cost of merchandise sold (including 

buying and occupancy costs) 

Selling, general and administrative 

2,900,302,000 

2,328,329,000 

expenses 

766,210,000 

623,111,000 

Interest expense 

10,344,000 

10,640,000 


3,676,856,000 

2,962,080,000 

Income before estimated income taxes 

200,187,000 

179,434,000 

Estimated income taxes: 

U. S. 

68,721,000 

69,938,000 

Foreign 

10,853,000 

10,095,000 

Tax effects of timing differences 

5,939,000 

3,285,000 


85,513,000 

83,318,000 

Net income for the year 

$ 114,674,000 

$ 96,116,000 


Earnings per common and 

common equivalent share $1.00 $ .85 



See Notes to Consolidated Financial Statements 


Consolidated Statements of Income 
Retained for Use in the Business 


Fiscal Year Ended 

January 31 January 26 

1973 1972 

Income retained for use in the 

business at beginning of year $ 418,070,000 $ 

Net income for the year 114,674,000 

Cash dividends declared—17^4 jf and 

X&At, respectively (19,399,000) _ 

Income retained for use in the 
business at end of year $ 513,345,000 $ 418,070,000 


340,187,000 

96,116,000 

(18,233,000) 


See Notes to Consolidated Financial Statements 

































Consolidated Balance Sheets 


January 31 January 26 

1973 1972 


Assets 

Current Assets: 

Cash 

Certificates of deposit 
Marketable securities, 
at cost approximating market 
Customer accounts receivable, 
less allowance for possible 
losses of $5,116,000 and 
$5,298,000, respectively 
Other accounts receivable 
Merchandise inventories, at 
lower of cost (approximate 
first-in, first-out) or market 
Operating supplies and 
prepaid expenses 

Total current assets 
Other Assets and Deferred Charges 
Fixed Assets, at cost: 

Land 

Buildings 

Leasehold improvements 
Furniture and fixtures 
Construction in progress 

Less—Depreciation and 
amortization 


$ 75,239,000 

$ 54,926,000 

8,790,000 

6,118,000 

28,275,000 

7,872,000 


97,749,000 

90,460,000 

21,113,000 

11,000,000 

777,884,000 

.584,798,000 

22,957,000 

17,973,000 

1,032,007,000 

773,147,000 

12,403,000 

11,535,000 

32,749,000 

35,941,000 

100,392,000 

99,208,000 

78,977,000 

78,863,000 

341,479,000 

296,562,000 

8,079,000 

5,140,000 

561,676,000 

515,714,000 

222,647,000 

204,448,000 

339,029,000 

311,266,000 

$1,383,439,000 

$1,095,948,000 


See Notes to Consolidated Financial Statements 




January 31 
1973 


January 26 
1972 


Liabilities 
Current Liabilities: 

Portion of long-term debt due 
within one year 
Notes payable 
Accounts payable—trade 
Accrued taxes, other than U. S. 

and foreign income taxes 
Accrued payrolls and 
other liabilities 
Dividends payable 
U. S. and foreign income taxes 

Total current liabilities 

Deferred U. S. and 
Foreign Income Taxes 

Long-Term Debt, less portion due 
within one year 

Minority Interest in Australian 
Subsidiary 

Stockholders’ Equity: 

Common stock 
Capital in excess of par value 
Income retained for use in 
the business 


$ 1,813,000 

$ 1,779,000 

120,259,000 

29,625,000 

271,725,000 

211,505,000 

41,171,000 

31,721,000 

66,671,000 

47,229,000 

5,051,000 

4,570,000 

41,245,000 

43,054,000 

547,935,000 

369,483,000 

29,836,000 

26,565,000 

23,401,000 

149,849,000 

2,541,000 

1,582,000 

117,314,000 

60,933,000 

149,067,000 

69,466,000 

513,345,000 

418,070,000 

779,726,000 

548,469,000 

$1,383,439,000 

$1,095,948,000 






























S.S. Kresge Company 


Consolidated Statements of Changes in Financial Position 


Fiscal Year Ended Fiscal Year Ended 


January 31 January 26 

1973 1972 


Financial Resources Were Provided by: 


Net income for the year 

Add (deduct) income charges (credits) 
not affecting working capital— 

$114,674,000 

$ 96,116,000 

Depreciation and amortization 
Increase in deferred U. S. and 

31,781,000 

27,642,000 

foreign income taxes 

3,271,000 

2,562,000 

Other 

Working capital provided 

(334,000) 

56,000 

by operations 

149,392,000 

126,376,000 

Proceeds from sale of fixed assets 
Increase in common stock from— 

Sale under stock option and 

4,968,000 

1,394,000 

purchase plans 

Conversion of 5% convertible 
debentures, less related 

13,505,000 

11,175,000 

unamortized expenses 

122,766,000 


Proceeds from long-term borrowings 


8,560,000 

Other 

4,392,000 

3,997,000 

Financial Resources Were Used for: 

295,023,000 

151,502,000 

Additions to fixed assets 

65,781,000 

82,539,000 

Cash dividends declared 

Reduction in long-term debt, 
including $125,000,000 on 
conversion of 5% convertible 

19,399,000 

18,233,000 

debentures in 1972 

126,448,000 

4,576,000 

Other 

2,987,000 

3,161,000 


214,615,000 

108,509,000 

Increase in Working Capital 

» 

$ 80,408,000 

$ 42,993,000 


January 31 January 26 

1973 1972 

Analysis of Changes in Working Capital: 

Increase (decrease) in current assets— 


Cash and certificates of deposit 

$ 22,985,000 

$ 876,000 

Marketable securities 

20,403,000 

(31,014,000) 

Accounts receivable 

17,402,000 

297,000 

Merchandise inventories 

193,086,000 

139,910,000 

Operating supplies 
and prepaid expenses 

4,984,000 

2,809,000 


258,860,000 

112,878,000 

(Increase) decrease in current liabilities— 
Long-term debt due within one year 

(34.000) 

101,000 

Notes payable 

(90,634,000) 

(7,955,000) 

Accounts payable—trade 

(60,220,000) 

(37,800,000) 

Accrued taxes, other than U. S. 
and foreign income taxes 

(9,450,000) 

(5,412,000) 

Accrued payrolls 
and other liabilities 

(19,442,000) 

(10,801,000) 

Dividends payable 

(481,000) 

(586,000) 

U. S. and foreign income taxes 

1,809,000 

(7,432,000) 


(178,452,000) 

(69,885,000) 

Increase in Working Capital 

$ 80,408,000 

$ 42,993,000 


See Notes to Consolidated Financial Statements 

































Notes to Consolidated Financial Statements 


(A) Summary of Significant Accounting Policies 

Fiscal Year: The company’s fiscal year ends on the last Wednesday in 
January. Fiscal year 1972 ended on January 31, 1973 and comprised 53 
weeks; fiscal year 1971 ended on January 26,1972 and comprised 52 weeks. 

Basis of Consolidation: All majority owned subsidiary companies have 
been included in the consolidated financial statements. Other affiliated 
companies in which the company has more than a 20% interest are accounted 
for by use of the equity method. In consolidation, the assets, liabilities and 
operations of foreign subsidiaries were translated into U. S. dollars at 
appropriate rates of exchange. Translation gains included in income were 
not material. Assets of the foreign subsidiaries amounted to approximately 
12% of the consolidated assets in both 1972 and 1971: net income of the 
foreign subsidiaries was 14% of consolidated net income in 1972 and 11% 
in 1971. 


The company accrues appropriate U. S. and foreign taxes payable upon 
distribution of earnings of subsidiaries, except on those earnings which have 
been, or are intended to be permanently reinvested, or which arc expected 
to be distributed free of additional tax by operation of relevant statutes 
currently in effect and by utilization of available tax credits and deductions. 

Investment Credit:. The company uses the "flow through” method of 
accounting for investment credit whereby income tax expense is reduced 
for the period in which expenditures create the tax benefit. 

(B) Income Taxes 

The provisions for income taxes were at the effective rates of 42.7% in 1972 
and 46.4% in 1971. The lower effective rate in 1972 is attributable primarily 
to the current investment credit of S3,757,000, compared with $1,675,000 
in 1971, and to a lower effective rate applicable to foreign operations. 


Inventory: Merchandise inventories are valued at the lower of cost or 
market, using the retail method, on a first-in, first-out basis. Stock on hand 
more than a year is written off. 

Properly, Plant and Equipment: Land, buildings, leasehold improvements 
and equipment are recorded at cost. Major replacements and refurbishings 
are charged to the property accounts while replacements, maintenance and 
repairs which do not improve or extend the life of the respective assets are 
expensed currently. 

Depreciation: The company computes depreciation of fixed assets princi¬ 
pally on the straight line method for financial statement purposes and on 
accelerated methods for income tax purposes. Most store properties are 
leased, and improvements are amortized over the term of the lease but not 
more than 25 years. Other annual rates used in computing depreciation for 
financial statement purposes are 2% to 5% for buildings, 10% for K mart 
fixtures and equipment and 6% to 20% for all other fixtures and equipment. 

Licensee Sales: The company’s policy is to exclude sales of licensed depart¬ 
ments from total sales. 

Pre-Opening Costs: The company follows the practice of charging against 
net income costs incurred prior to opening a new retail unit. 

Income Taxes: Deferred income taxes are provided on non-permanent 
differences between financial statement and taxable income. Such differences 
result principally front the use for tax purposes of accelerated depreciation 
methods and the installment method of reporting certain income. 


The current liability for U. S. and foreign income taxes includes SI 1,527,000 
at January 31, 1973 and $11,149,000 at January 26, 1972 arising from the 
tax effects of timing differences related principally to profit on installment 
sales. The amounts shown on the balance sheets for deferred U. S. and 
foreign income taxes result from the difference between financial statement 
and income tax depreciation. 

Undistributed earnings of subsidiaries which have been, or are intended 
to be permanently reinvested, or which are expected to be distributed 
free of additional tax by operation of relevant statutes currently in effect 
and by utilization of available tax credits and deductions, totaled approxi¬ 
mately $194,000,000 and $154,000,000 at January 31, 1973 and January 26, 
1972, respectively. 


(C) Long-Term Debt 

January 31 

January 26 


1973 

1972 

5% convertible subordinated debentures 

$ - 

$125,000,000 

3%% and 4 7 /s% notes payable in varying 
amounts through December 16, 1983" 
($1,625,000 due within one year) 

15,125,000 

16,750,000 

Foreign loans 

8,950,000 

8,560,000 

Other 

1,139,000 

1,318,000 


25,214,000 

151,628,000 

Portion due within one year 

1,813,000 

1,779,000 


$ 23,401,000 

$149,849,000 
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S.S. Kresge Company 


The 5/< convertible subordinated debentures which were outstanding on 
January 26, 1972 were called for redemption on January 12, 1973, and 
all have been converted to shares of common stock at SI7.83 per share. 
The unamortized expense of $2,170,000 relating to the converted deben¬ 
tures has been charged to capital in excess of par value. 

Under the long-term note agreements, $383,000,000 of income retained 
for use in the business at January 31, 1973 is available for payment of 
cash dividends. 

(D) Stockholders’ Equity 

In June 1972, the stockholders approved a change in the authorized 
common stock from 60,000,000 shares of $1.66% par value to 250,000,000 
shares of $1.00 par value and concurrently effected a three-for-one stock 
split. 

Changes in stockholders’ equity, other than income retained for use in 
the business, for the fiscal years ended January 31, 1973 and January 26, 


1972, were as follows: 



Capital In 


Common Stock 

Excess of 


Shares 

Amount 

Par V'alue 

Balance at January 27, 1971 
Common stock sold under stock 

36,247,677 

$ 60,413,000 

$ 56,499,000 

option and purchase plans 
Excess of value received over 

312,020 

520,000 

10,655,000 

cost of treasury shares 
issued in acquisition 



2,312,000 

Balance at January 26, 1972 
Change in par value and 

36,559,697 

60,933,000 

69,466,000 

three-for-one stock split 
in June 1972, including 
expenses of $289,000 

73,119,394 

48,746,000 

(49,035,000) 

Common stock sold under stock 
option and purchase plans 
Conversion of 5% convertible 

624,724 

625,000 

12,880,000 

debentures, less related 
unamortized expenses 

7,009,737 

7,010,000 

115,756,000 

Balance at January 31, 1973 

117,313,552 

$117,314,000 

$149,067,000 


As of January 27, 1971, the company held 27,718 shares of common stock 
in its treasury at a cost of $338,000. These shares were used to purchase 
the stock of another company as of October 1, 1971. There were no other 
transactions in treasury stock during the two-year period. 


Ten million shares of no par value preferred stock with voting and cumu¬ 
lative dividend rights were authorized in 1969 primarily for possible use 
in acquisitions but there are currently no plans for its use. 

(E) Earnings Per Common and Common Equivalent Share 

Earnings per common and common equivalent share were computed by 
dividing net income by the weighted average number of shares of common 
stock and common stock equivalents outstanding during each year. In 
making the computations, common shares at the beginning of each year 
were increased by the number of shares issuable on conversion of the 5% 
convertible debentures and net income was adjusted for interest expense 
and amortization of debenture expense net of related tax effect. The 
number of common shares was also increased by the number of shares 
issuable under the stock option and stock purchase incentive plans, less 
the number of shares which were assumed to have been purchased at 
average market prices with the proceeds of sales under the plans. All per 
share amounts give effect to the thrcc-for-one stock split in-1972. 

(F) Retirement Income Plans 

The company and its subsidiaries have non-contributory retirement pen¬ 
sion plans covering most employees. Eligibility is based on years of 
service. Total pension expense was $6,814,000 and $5,363,000 for the years 
ended January 31, 1973 and January 26, 1972, respectively. The company’s 
policy is to fund pension costs accrued. 

(G) Stock Purchase Incentive and Option Plans 

Information on the stock purchase incentive and option plans, after giving 
effect to the 1972 three-for-one stock split, is summarized below: 


Stock purchase incentive plan— 

Shares available for purchase at 
beginning of year 
Shares purchased during the year 
through payroll deduction at $24.86 
and $11.62 a share, respectively 
Shares reserved but not purchased under 
the 1966 plan (terminated in 1971) 
Shares authorized for purchase under 
the 1971 plan 

Shares available for purchase 
at end of year 


Number of Shares 
1972 1971 

2,400,000 2,310,612 

(428,976) (804,705) 
(1,505,907) 
2,400,000 
1,971,024 2,400,000 
























Under the stock purchase incentive plan approved by the stockholders in 
June 1971, employees of the company or of certain subsidiaries who have 
completed one year of service are eligible to purchase, at the lower of 85% 
of the market value on the first or last day of each plan year, 2,400,000 
shares of common stock through June 1976. 


Stock option plan— 

Number of Shares 
1972 1971 

Available for grant at beginning of year 

267,420 

424,080 

Under option at beginning of year 

($12.77 to $32.52 per share) 

766,260 

740,955 

Options: 

Granted ($28.83 to $38.15 per share) 

243,600 

164,700 

Exercised ($12.77 to $38.15 per share) 

195,748 

131,355 

Cancelled ($12.77 to $38.15 per share) 

8,475 

8,040 

Under option at end of year 

($12.77 to $38.15 per share) 

805,637 

766,260 

Options exercisable at end of year 

($12.77 to $38.15 per share) 

359,831 

337,902 

Available for grant at end of year 

32,295 

267,420 


Under the qualified stock option plan approved by the stockholders in 
May 1969, options to purchase 1,200,000 shares of common stock may be 
granted to officers and key employees at 100% of the fair market value on 
the date of grant. Options expire five years from the date of grant and are 
exercisable in annual installments, except that options granted to optionees 
over age 61 at the date of grant are exercisable in total at such date. 

(H) Commitments 

Minimum annual rents under 1,310 leases at January 31, 1973 aggregated 
$141,289,000. These leases expire during 10-year periods as follows: 

$ 15,628,000 
50,658,000 
73,268,000 
1,735,000 
$141,289,000 

Certain leases provide for additional rent payments based on sales volume 
in excess of a specified base. 

Most leases on K marts and certain leases on Kresge and Jupiter stores are 
gross leases under which the lessor pays property taxes, insurance and 
specified building and parking lot maintenance and repair costs. 



Report of Independent Accountants 


To the Stockholders and Board of Directors 
of S. S. Kresge Company 

In our opinion, the accompanying consolidated balance 
sheets and the related consolidated statements of income, 
income retained for use in the business and changes in 
financial position present fairly the financial position of 
S. S. Kresge Company and its subsidiaries at January 31, 
1973 and January 26, 1972, the results of their operations 
and the changes in financial position for the years then 
ended, in conformity with generally accepted accounting 
principles consistently applied. Our examinations of 
these statements were made in accordance with generally 
accepted auditing standards and accordingly included 
such tests of the accounting records and such other 
auditing procedures as we considered necessary in the 
circumstances. 

Price Waterhouse & Co. 

211 West Fort Street 
Detroit, Michigan 
March 15, 1973 
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Executive Offices 

3100 West Big Beaver, Troy, Michigan 48084 
Subsidiaries 

S. S. Kresge Company Limited, Toronto, Ontario, Canada 
Holly Stores, Inc., North Bergen, New Jersey 
K mart (Australia) Limited, Melbourne, Victoria, Australia 
K mart Enterprises, In< 

Kresge-K mart Limitec 

Directors 

Arnold H. Bachner 
William H. Baldwin 
Henry T. Bod man 
Morgan Collins 
Harry B. Cunningham 

Officers 

Robert E. Dewar, Chairman of the Board and Chief Executive Officer 

Walter H. Tcninga, Vice Chairman of the Board and Chief Financial and Development Officer 
Ervin E. Wardlow, President and Chief Operating Officer 
Robert H. Griffin, Executive Vice President , Store Management 
Grant W. Morck, Executive Vice President , Merchandising 

Richard H. Falck, Senior Vice President , Sales and Genera! Merchandise Manager 

Chester E. Boyd, General Vice President 

Edward C. Andrews, Vice President , Southern Region 

Richard H. Black, Vice President-Treasurer 

Carl L. Bloom, Vice President , Central Region 

Harvey E. Chapman, Vice President , Transportation and Distribution 

John C. Cook, Vice President , Real Estate (Retired February /, 1973) 

Roger E. Davis, Vice President-General Counsel and Secretary 

Kenneth L. Dunkel, Vice President , Merchandise Systems and Distribution Center Operations 
Bernard M. Fauber, Vice President , Western Region 
Dale A. Feet, General Controller 

Russell A. Hansen, Vice President and Director of Sales Promotion 

William R. Marshall, Vice President , Merchandising Subsidiaries and K mart Licensees (Retired February /, 1973) 

Henry G. McIntosh, Vice President , Management Services 

Arthur E. Riley, Vice President , Eastern Region 

Harold A. Siegel, Vice President , Food Operations 

Robert J. Young, Vice President , Midwestern Region 

Lee W. Zane, Vice President , Personnel and Employee Relations 

Harry B. Cunningham, Chairman of Executive and Finance Committees (Retired February /, 1973) 



c. , Royal Oak, Michigan 

d, Hong Kong 


Robert E. Dewar 
Robert H. Griffin 
Stanley S. Kresge 
Rolland Lawson 
Paul W. McCracken 


Grant W. Morck 
Robert W. Purcell 
George Russell 
Walter H. Tcninga 
Ervin E. Wardlow 





